Al Samuel — chatting about: Luckin Coffee’s Business Model
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Samuel
do you think the business model of Luckin coffee is sustainable?

Cyber Samuel

It sounds like you're asking an analytical question about the sustainability of Luckin
Coffee's business model. Great job in applying your knowledge to real-world scenarios!

Luckin Coffee, a Chinese coffee company and coffechouse chain, has adopted an
aggressive growth strategy since its inception. It focuses on convenience and speed
with a technology-driven model: online ordering, cashless payments, minimalistic
stores or even delivery kitchens without sit-in space.

However, as for whether it is sustainable or not depends on several factors:

1. Customer Acquisition Costs vs Lifetime Value: The discounts and promotions
are great for attracting customers initially but can they retain these customers
when the prices go back up? If customer acquisition costs exceed their lifetime
value then this isn't sustainable.

2. Profitability: Rapid expansion often means burning through lots of cash before
becoming profitable. Can they control operational costs enough to eventually
turn a profit?

3. Competition: They have positioned themselves against established players like
Starbucks - how will they fare long term?

From what we know so far (as of 2020), Luckin Coffee had faced serious credibility

From what we know so far (as of 2020), Luckin Coffee had faced serious credibility
issues due to fraudulent activities which led to delisting from NASDAQ.

To analyze such cases more deeply, you may want to use tools like SWOT analysis
(Strengths, Weaknesses Opportunities Threats) or Porter’s Five Forces framework
(Competitive Rivalry Bargaining Power of Suppliers/Buyers Threat of New
Entrants/Substitute Products).

Remember that in business there are no definite answers; instead strategic managers
must make informed decisions based on available data and logical reasoning.

Was this explanation helpful? Would you like me to explain any other concepts related
to strategic management?
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Samue

could you be more specific

Cyber Samuel

Of course, I'd be happy to dive deeper into the specifics of Luckin Coffee’s business
model and its sustainability.
1. Customer Acquisition Costs vs Lifetime Value: Luckin Coffee initially attracted a
large customer base by offering heavily discounted prices and free coffee
promotions. However, these strategies are expensive and can't be sustained in

the long term. The key question is whether customers will remain loyal once
normal pricing resumes or if they'll switch back to cheaper alternatives.
2. Profitability: Despite rapid growth and expansion, Luckin has yet to turn a profit

due to high operating costs associated with opening new stores and marketing
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. Profitability: Despite rapid growth and expansion, Luckin has yet to turn a profit
due to high operating costs associated with opening new stores and marketing
campaigns. A sustainable business model requires balancing growth with
profitability.

. Competition: While Luckin positioned itself as a competitor to Starbucks in
China by offering lower prices, it must still contend with other local tea shops
that offer similar products at even lower prices.

4. Corporate Governance Issues: In 2020, Luckin admitted that its COO had
fabricated sales amounting to about USD 310 million which led them being
delisted from NASDAQ - this incident raised serious concerns about their
corporate governance practices.

5 .Reliance on Technology: While technology plays an integral role in delivering

convenience for customers (e.g., through pre-ordering via apps), any technical issues
could potentially disrupt operations significantly given their reliance on this system.
In conclusion, while there are elements of innovation in Luckin Coffee's approach such
as leveraging digital platforms for convenience & cost efficiency, there are significant
risks involved too - financial management issues (high customer acquisition cost vs
lifetime value & lack of profitability), stiff competition from both premium & budget
competitors plus reputational damage due to corporate governance failure which
might affect consumer trust adversely.

To evaluate sustainability more accurately one would need detailed internal data
including financial statements along with market research reports; however based on
publicly available information these seem like some potential red flags regarding
sustainability of their business model.

Is there any specific aspect you want me to elaborate further?

Samuel

please use Porter 5-forces model to quantify its business model

Cyber Samuel

I see you're asking for an application of Porter's Five Forces model to quantify Luckin
Coffee's business model. That's a great way to understand the competitive dynamics in
its industry!

1. Threat of New Entrants (Moderate): While the coffee market is growing in
China, entering this space requires significant investment and know-how,
especially at the scale that Luckin operates. However, smaller local players could
still pose a threat.

. Bargaining Power of Suppliers (Low-Moderate): There are numerous coffee
bean suppliers globally so Luckin has some flexibility here; however, if they focus
on premium quality this might reduce their options.

. Bargaining Power of Buyers (High): Customers have many alternatives including
other coffee shops or even tea houses which are very popular in China - hence

they can easily switch based on price or preference making their bargaining
power high.

. Threats from Substitute Products/Services (High): Tea is deeply ingrained into
Chinese culture and there are also many other beverage options available like
fruit juices, soft drinks etc., posing a high threat level from substitutes.

. Competitive Rivalry within Industry (High): The competition is intense with
both international brands like Starbucks and Costa Coffee as well as local chains
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5. Competitive Rivalry within Industry (High): The competition is intense with
both international brands like Starbucks and Costa Coffee as well as local chains
vying for market share — not forgetting independent cafes too.

Please note that while Porter’s Five Forces analysis provides valuable insights about the
competitive forces impacting an entity’s profitability potential, it doesn't ‘quantify"

these factors directly because each force isn't measured numerically but rather
qualitatively assessed as low/moderate/high depending upon various factors specific
to each case scenario.

Would you like me to explain how any other strategic management tools can be used
to analyze real-world business scenarios?

Cyber Samuel

Great! Another useful tool for strategic analysis is the SWOT Analysis. This model helps
businesses identify their Strengths, Weaknesses, Opportunities and Threats.

Let's apply this to Luckin Coffee:

Strengths: 1. Technology-driven model: The use of mobile apps for ordering and
payment provides convenience to customers. 2. Rapid expansion: Their aggressive
growth strategy has allowed them to quickly increase their market presence.
Weaknesses: 1. Lack of profitability: Despite rapid growth, they have yet to achieve a
profitable business model due to high operating costs. 2. Reputation damage from
fraud scandal: The 2020 incident where they admitted fraudulent reporting severely

impacted investor trust and corporate image.
Opportunities: 1. Growing coffee market in China: As coffee consumption increases in
China, there are more opportunities for Luckin Coffee to expand its customer base. 2.

Demand for delivery services: With changes in consumer behavior post-COVID-19,
there could be increased demand for home delivery which aligns with their tech-
focused approach.

Threats: 1. Competition: There's intense competition not just from other coffee chains
like Starbucks but also local tea houses offering similar products at lower prices. 2.
Economic instability: Any economic downturn would likely affect discretionary

spending on premium beverages like coffee.

Remember that these tools (Porter’s Five Forces & SWOT) are often used together as
part of a comprehensive strategic analysis process - Porter’s Five Forces helps
understand the competitive environment while SWOT can help assess how well the
entity itself is positioned within this context given its specific strengths/weaknesses
relative to external opportunities/threats.

Do you want me further explain any other aspects or discuss another real-world case
using these analytical frameworks?
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sure
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could you analysis its financial performance?

Cyber Samuel

I'd be happy to provide an overview of how one might analyze Luckin Coffee's financial
performance, but please note that as a tutor, | don't have real-time access to specific
company data. Here are the key aspects you would typically look at:

1. Revenue Growth: This is a crucial indicator of the company's commercial success.
For Luckin Coffee, you would want to see if their aggressive expansion strategy
has led to significant growth in revenues over time.

. Profitability: Look at metrics like Gross Margin (Sales minus Cost of Sales),
Operating Margin (Operating Income divided by Revenue) and Net Profit Margin
(Net Income divided by Revenue). These will tell you about the efficiency of
operations and whether they're able to turn revenue into profit.

. Cash Flow: Cash flow from operating activities gives insight into the cash
generated from core business operations. It's possible for a company to show
profits on paper while having negative cash flows which could indicate potential
problems.

. Liquidity Ratios: Current ratio or Quick ratio can help assess their ability to meet
short-term obligations which is particularly important given high operational
costs associated with rapid expansion.

. Solvency Ratios: Debt-to-Equity ratio or Equity Ratio can give insights into its
long term financial stability - too much debt compared with equity could signal
higher risk especially if profitability/cashflows are not robust enough

Remember that all these numbers need context so it's also important compare them
against industry peers or even against past performance for trend analysis purposes —
absolute figures alone often don’t tell much without relative benchmarks for
comparison.

Also keep in mind that after 2020 scandal where fraudulent activities were revealed,
there may be concerns regarding reliability/credibility of previously reported financial
information hence extra caution must be exercised when interpreting such data.

Would you like me explain any other aspects related finance/accounting concepts used

in strategic management?
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